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TAX  INFORMATION 


State  Employees'  Retirement  System 
1201  South  Fifth  Street 
Springfield,  Illinois  62706 


INTRODUCTION 

The  General  Information  provided  regard¬ 
ing  taxation  expresses  our  beliefs  as  to  the 
possible  tax  consequences  of  benefits  paid  by 
the  State  Employees'  Retirement  System 
after  consultations  with  the  Internal  Revenue 
Service.  Please  consult  your  Internal  Revenue 
Office  for  advice  as  to  your  tax  liability  and 
the  preparation  of  tax  returns. 

TAXATION  OF  PENSIONS 

Pensions  paid  by  the  State  Employees' 
Retirement  System  are  exempt  from  Illinois 
Income  Tax.  The  System  by  letter  of  March  25, 
1976,  from  the  Internal  Revenue  Service  was 
designated  a  qualified  plan  under  Section 
1.401-1  (b)(3)  of  the  Income  Tax  Regulations. 
Pension  payments  are  subject  to  Federal 
Income  Tax  under  one  of  the  following  two 
rules,  whichever  applies  in  your  case: 

Rule  1  Recovery  within  three  years.  If  you 
will  recover  the  Cost  of  Annuity 
(that  is,  the  amount  contributed  by 
you,  excluding  interest)  within  3 
years  of  your  retirement  all  amounts 
are  tax  free  until  your  Cost  of 
Annuity  has  been  returned  to  you. 
Thereafter,  all  pension  payments  are 
taxable  to  you  as  Ordinary  Income. 

Rule  2  Expected  return  rule.  If  you  will  not 
recover  your  contributions  (exclud¬ 
ing  interest)  within  3  years,  you 
must  use  the  "Expected  Return 
Rule."  Under  this  rule  a  certain  per¬ 
centage  of  each  year's  pension  pay¬ 
ments  are  excluded  from  gross  in¬ 
come  throughout  your  lifetime.  The 
remainder  of  each  year's  pension 
payments  is  taxable.  The  amount 
excluded  is  determined  by  life 
expectancy  tables  prescribed  by  the 
Internal  Revenue. 

A  U.  S.  Government  form  W-2P  will  be 
issued  each  January. 


TAX  CREDIT  FOR  THE  ELDERLY 

The  Internal  Revenue  provides  an  eligible 
retired  person  with  a  tax  credit  based  on 
Retirement  Income  with  such  tax  credit  being 
applied  to  reduce  the  tax  liability,  if  any,  of 
the  retired  person.  Special  rules  for  determin¬ 
ing  the  tax  credit  for  the  elderly  are  available 
to  State  retirees  under  age  65. 

You  should  consult  your  local  Office  of  the 
Internal  Revenue  Service  for  aid  in  computing 
this  credit. 

TAXATION  OF  DISABILITY  BENEFITS 

Disability  benefits  paid  by  the  State  Em¬ 
ployees'  Retirement  System  are  exempt  from 
Illinois  Income  Tax.  They  may,  however,  be 
subject  to  Federal  Income  Tax.  Disability 
benefits  from  the  State  Employees'  Retire¬ 
ment  System  may  under  Federal  law  qualify 
for  the  disability  income  exclusion  provisions 
of  the  Internal  Revenue  Code.  A  U.  S.  Govern¬ 
ment  Form  2440  is  to  be  completed  if  it  is 
determined  such  exclusion  is  applicable  to 
you. 

You  should  consult  your  local  Office  of  the 
Internal  Revenue  to  determine  whether  the 
exclusion  is  applicable  in  your  case. 

TAXATION  OF  SURVIVOR'S  BENEFITS 

All  benefits  paid  by  the  State  Employees' 
Retirement  System  (both  lump  sum  and 
monthly)  are  exempt  from  Illinois  Income 
Tax.  Such  payments  are,  however,  subject  to 
Federal  Income  Tax.  The  refund  of  contri¬ 
butions  paid  as  a  death  benefit  before  retire¬ 
ment,  is  excludable  from  taxable  income.  The 
interest  paid  on  these  contributions,  however, 
is  includable. 

At  the  time  the  benefit  commences  the 
State  Employees'  Retirement  System  fur¬ 
nishes  the  beneficiary  with  a  "Cost  of  Annu¬ 
ity"  (the  amount  of  contributions  retained), 
if  any,  and  this  amount  is  also  excludable  for 
tax  purposes.  Lump  sum  payments  and 


monthly  annuity  payments  to  beneficiaries 
are  not  taxable  until  the  amount  received 
exceeds  the  "Cost  of  Annuity". 

If  the  death  of  the  member  occurs  before 
retirement,  the  beneficiary  may  be  entitled 
to  the  $5,000.00  death  benefit  exclusion 
provided  for  in  the  Internal  Revenue  Code 
(Publication  575). 

Beneficiaries  should  consult  their  local 
Office  of  the  Internal  Revenue  Service  for 
aid  in  computing  their  tax  liability. 

ILLINOIS  INHERITANCE  TAX 

Benefits  paid  by  the  State  Employees' 
Retirement  System  of  Illinois  are  not  subject 
to  the  Illinois  Inheritance  Tax,  unless  payable 
to  the  estate,  based  on  Attorney  General's 
opinion  #240-15-1962. 

FEDERAL  ESTATE  TAX 

Death  benefits  paid  by  the  State  Em¬ 
ployees'  Retirement  System  may  be  subject 
to  Federal  Estate  Tax  and  information  will 
be  furnished  upon  request. 

A  United  States  Estate  Tax  Return  must  be 
filed  if  the  gross  estate  as  defined  by  the 
statute,  exceeded  at  the  date  of  death  the 
following  amounts: 

death  during  1977  -  $120,000 
death  during  1978  -  $134,000 
death  during  1979  -  $147,000 
death  during  1980  -  $161,000 
death  after  Dec.  31,  1980  -  $175,000 

If  assistance  is  needed,  please  direct  corre¬ 
spondence  to  the  Commissioner  of  Internal 
Revenue,  Attention:  T:PS:T,  Washington, 
D.C.  20224 


If  you  have  any  questions  concerning 
income  tax,  regarding  benefits,  please 
write  to  the 

State  Employees'  Retirement  System 
1201  South  Fifth  Street 
Springfield,  Illinois  62706 

or  phone 
(217)  782-6584 


